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funds from one investment to another, striving each time to buy those 

things which, because of basic trends or special conditions, are 

probably undervalued and to sell those which have risen in public esteem 
until the selling price is probably greater than the investment value. 


[sme are no safe permanent investments. The wise investor shifts his 


Real estate, because of the distress period from which it is now 
emerging, is badly undervalued in the minds of the buying public. During 
. the past few months, however, it has been gaining in popularity with far- 
seeing investors. In view of the inevitable inflationary trends for the 
next few years many serious-minded investors are contrasting its advan- 
tages and disadvantages with good common stocks. Either real estate, good 

2 ; = common stocks, or commodities furnish the best hedge against inflation. 


It seems to us that there are three things which must be con- 
sidered in selecting the best "inflation" investment; these are: 


1. The probable percentage of increase in value in any given 
time. 


2. The net cost or profit from carrying during the appreciation 
period. 





5. The safe margin requirements. 


Had investments been made in industrial stocks in 1919, by 1925 
a 282% increase would have been shown. Utilities showed a 61% increase 
during the same period; and rails, a 20% increase. Real estate showed 
better than a 100% increase during the same period. It is true that the 
major rise in the stock market came after 1925, when real estate had al- 
ready shown its major appreciation, but we are inclined to believe that 
this experience will be repeated in the period ahead. It is our belief 
that during the next five years real estate will appreciate in value by a 
larger percentage than will conservative stocks. 


The net cost or profit from carrying during the appreciation 

period is of considerable importance in choosing the best investment. In 

- ) ¢ commodities the warehousing cost and loss of interest on the invested 
capital is sometimes quite an item. Stocks can be bought on today's mar- 
ket to show a return of from 3% to 6%. Real estate can be bought to show 
a net of from 3% to 10%. 











The big factor, however, in giving real estate a preferred posi- 
tion in relation to stocks is the relatively small percentage of the pur- 
chase price which can safely be paid in cash. It is unwise to buy stocks 
On narrow margins. A sudden temporary drop in arising market may wipe 
out the margin account. Some of the leading investment counselors for this 
reason advise against any but outright purchases. The Board of Governors 
of the Federal Reserve System requires a 55% minimum equity on stock pur- 
chases. Suppose $2000 were available for investment. On a 55% basis it 
would buy $3636 worth of stock. Were the stock to increase in value 50%, 
it would be worth $5454. Were it sold at this price and the loan of $1636 
against it paid off,$3818 would remain; or a profit of $1818 on an invest- 
ment of $2000, or a capital appreciation of 91%. 


Now let us consider the case for real estate. In today's market 
it is very easily possible to buy real estate with a 20% equity with safe- 
ty, as there are no rapid fluctuations of price which could wipe out the 
equity as it might be wiped out in the stock market. The Federal Housing 
Administration have given their official approval to 20% equities with 
80% loans for improved real estate. Invested on this basis in real estate, 
$2000 would buy a $10,000 property. (Many pieces of property can be pur- 
-chased today on this basis which will carry themselves from the standpoint 
of interest, taxes, and operating expenses. It is true that in many cases 
amortization payments will be required on a monthly basis which cannot be 
entirely met from income, increasing slightly the percentage of equity in 
the property. ) 


If this property increases in value by 50%, it would be worth 
$15,000. Were the equity in it to be sold, it would bring $7000 less 
sales commission, or a capital appreciation of from 225% to 250%. 


Were stocks and real estate both to double in value--they did 
better than this in the last boom--the stock investment would show a 
capital appreciation of about 260%; and real estate, an appreciation of 
between 500% and 600%. 


REFINEMENT IN REPLACEMENT COST APPRAISING 


EPRODUCTION cost new is one of the basic measures in the determination 

of the worth and value of real properties. When future net income is 

the final measure, the worth and value thus determined must be justi- 
fied with reproduction cost new. Reproduction cost new is, therefore, an 
essential factor in the appraisal of real properties, and its sound appli- 
cation has general acceptance. Economically, reproduction cost new is an 
important factor in the long-time swing of values, and its relation to 
market value is the determining influence in the incentive to build. 


The most accurate method of determining reproduction cost new is 
by a detailed estimate of quantities of materials and hours of labor made 
by an estimator with construction and contracting experience and with 
exact records of current prices of labor and materials. This method re- 
quires exact details of the building; and if plans are not available,which 
is usually the case, measurements must be made in detail. The process is 
tedious and costly but should give quite accurate results with only slight 
error. (continued on page 536) 
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(continued from page 534) 

The most inaccurate method of estimating reproduction cost new 
is by a square foot cost of building area, The use of only two measure- 
ments of a building to determine quantity is unsound practice. Variations 
in area above the ground line cannot be compensated for with a reasonable 
degree of accuracy. Usually this method is used for rough approximations 
only, as errors up to 20% are not infrequent, 


The method in most common use is the cubic content cost -basis. 
Cubic content (see page 86, November, 1932, issue) takes into account 
building height and sectional variations above the ground sections, pro- 
viding a more accurate determination of quantity and,therefore, permitting 
a greater’ accuracy in the comparisons of unit cubic costs among similar 
type buildings. However, the great variation in the unit costs of differ- 
ent volumes ina particular property and the variation of these volumes 


among similar type properties result in inaccuracies running as high as 
15% in some cases. 


In order to reduce the causes of errors by simplifying compari- 
sons, the following refinement in the cubic cost method is suggested. The 
total volume is separated into three volumes: (1) Basement volume,(2) Main 
section volume, and (3) Roof volume. Unit costs for each of these volumes 
are determined separately and then applied to the total building volume. 


On page 555 this method is applied to a five-room brick bungalow 
which was actually built in St. Louis in the latter part of 1955. Brief 
specifications for the property are given. Accurate detail costs were 
kept and allocated to each volume (see sketch, floor plan,and brief speci- 
fications). 


For this property the actual unit cost per cubic foot for each 
of these volumes follows: 


Basement volume 9,100 cu. ft. 9.4¢ per cu. ft. 
Main section volume 11,050 " . 32.6¢ " _ Ss 
Roof volume 5,225 * * nw *- * * 


Building volume 25,373 b " 19.8¢ n " ft 


The differences in the unit costs of these three volumes are 
very great. Such a wide variation in unit costs indicates the possibility 
of changes in building unit costs if the proportion of these volumes 
changed even with a comparable property of like specifications and quality. 


When cost data are recorded on the basis of these separate vol- 
umes instead of on a total building volume, direct comparisons can be made 
easier and more accurately for changes in size and quality. For example, 
in comparing basement cubic costs between two properties, differences are 
figured on the basis of basement volumes only, as it is readily seen that 
any differences in the main section and roof volumes are not concerned in 
basement cost comparisons. 


The degree of accuracy of any estimate of unit costs depends 
upon the extent to which detailed items are included. It will be noted 























that under each volume different controlling costs are included, each fig- 
ured on the controlling quantity. For example, foundations in basement 
volume and outer walls in main section volume are figured on a unit square 
foot cost; basement floor, hardwood floors, and roof covering are figured 
on a unit square foot cost for the actual areas of such items. It will be 
found that the costs of heating, plumbing, electrical work, etc., given 
under the main section volume will show less variation among comparable 
buildings and can be compared directly with similar costs when figured on 
a like sectional volume. 


This method does not introduce anything new in the estimate of 
unit cubic foot costs; it is merely a method of refinement in keeping 
costs so that more accurate comparisons can be made among comparable vol- 
umes. It is a logical refinement for the purpose of reducing errors to a 
minimum. Properly applied, it is believed that errors can be reduced to 
a maximum of 5%. 


RENT CONTROL AGAIN 


rising rents would probably result in efforts at rent control during 
the coming boom. A second effort has just been made in Washington, 
D. C., to set up a Rent Commission for the District (H. R. 11563). The 
bill of about two years ago was defeated as we are sure this will be. wy 


A number of times the Real Estate Analyst has pointed out that rapidly 


Washington, D. C., at the present time has less than one-half of 
one per cent residential vacancy. This has resulted in rapidly rising 
rents. What the rent control advocates do not realize is that the best 
remedy for high rents is high rents. High rents indicate a shortage of 
acceptable space. Only when rents are high in relation to construction 
costs is there a strong incentive to build. High rents result in building; 
building results in lower rents. Rents cannot be limited and enough new 
building result to relieve the shortage. 


NATIONAL CYCLES OF REAL ESTATE ACTIVITY 


HE chart shown in the center spread of this report is the first chart 
[ee drawn showing in even a preliminary fashion national cycles of 

real estate activity. It is based on the composite figures for real 
estate transfers in relation to the number of families of cities scattered 
from the Atlantic to the Pacific. It is preliminary because it is our in- 
tention to add many additional cities as they can be worked out. The addi- 
tion of these other cities will necessarily cause slight changes in the 
areas. 


There are four significant characteristics of the real estate 
cycle shown on this spread. All of these should affect the general poli- 
cies of owners, operators, and mortgage lenders. These characteristics 
are: 

(continued on page 538) 
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(continued from page 537) 

1. The real estate activity cycle is much more extreme than the 
cycle in general business. It will be noticed that real 
estate activity regularly swings from one wild extreme to 
the other, while general business as a rule shows a relative- 
ly slight swing. Both the general business chart and the 
real estate activity chart are drawn to exactly the same 
scale, 


2. The real estate cycle is much more regular in its swings than & é 
is the general business cycle.There has been a rhythmic swing 
quite different from the altogether irrational movements of 
general business. 
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The real estate cycle is much longer than the general busi- 
ness cycle. If it is possible’ to average anything as irregu- 
lar as the business cycle has been, it will be found that the 
average length of a complete cycle, viz., the boom and the 
depression that follows, has been about five and a half years. 
On the other hand, the complete real estate cycle has lasted 
for from fifteen to twenty years. 


There seems to have been a tendency for real estate activity 
to increase very rapidly at the beginning of each boom and to 
subside more or less gradually over a long period of years. 


The chart shown here is slightly more regular than any of those 
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given in the past for individual cities. It throws into strong 
relief the basic swings which are responsible for the buying and 
selling periods for real estate, which were stressed in the Real 
Estate Analyst for November, 1935, (see page 474). Anew "Buy 
and Sell" chart is now being made on the basis of these national 
averages. 


There can be no question of the fact that we are now 
in the upward swing of the major cycle. How rapidly that swing 
continues will depend to a large extent on the rapidity of na- 
tional recovery. While there might be some question of the exact 
timing, there can be no doubt of the trend and its eventual 
effect on rents and values. 
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HE chart above shows our preliminary figures for Manhattan Island from 

1875 to the present. There was a real estate boom in the late sixties 

and the earlier seventies. By 1875, the first year on this chart, real 
estate was well in the great depression of 1875. The greater height of 
the earlier booms was due to the fact that during these periods Manhattan 
Island had not yet reached its maximum population. More parcels of prop- 
erty change hands in a growing community than in a stabilized one. 


RESIDENTIAL BUILDING BY REGIONS 






































































































































HE charts below show the monthly volume of resi- +637 70 
dential building in various regions by months for H7NITE® STATES é 
1935 and two months of 1936. The tall chart at 6s 
the right is drawn to the same scale as the smaller cod 
charts and compares the present volume of building in eo 
the United States with the volume for a number of a 2 
past years. In each chart the volume of new building ss ¢ 
is expressed as the number of new family accommoda- _ 8 
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NEW FAMILY ACCOMMODATIONS 
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THIS MONTH 59.0 
LAST MONTH 53.4 
YEAR AGO 410 
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Ge Estate Analysts, Inc., has always made an intensive study of 
Greater Saint Louis on the assumption that an exhaustive,precise study 
over a long period of years of all factors affecting real estate in a 
single representative community is often of greater value in determining 
the sequence of events in collapse and recovery than is a more general 
study of the entire country. In addition to the charts on this page, other 
Saint Louis figures are shown on pages 542 and 543. 


Total residential vacancy in St. Louis increased during the past 
month by more than 700 units--from 4.5% on March 17 to 4.8% on April 7. 
All types of units experienced the increase. Apartments showed the largest 
increase; and single family residences, the smallest. We believe that 
the increase in vacancy is probably largely seasonal. 


The number of vacant residential units for November, 1932, and 
for April of the last three years is shown in the following table: 














Number of Percentage 
Date Vacancies of Vacancy 
November, 19352 28,207 12.8 
April, 1934 16,650 7.4 
April, 1935 9,930 4.5 
April, 1936 10,700 4.8 


MONTHLY FLUCTUATIONS IN RESIDENTIAL VACANCY IN ST.LOUIS 


ALL TYPES 30R MO RE FAMILY 


SINGLE FAMILY 


THIS MONTH 1.8 
LAST MONTH 1.6 = 
YEAR AGO 1.8 * 
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NEW INVESTMENTS OF 47 LIFE INSURANCE COMPANIES 
IN URBAN AND FARM MORTGAGES 





ST. LOUIS 








URBAN FARM 


MAR. 1936 6.3 15 
FEB. 1936 10.9 2.1 
MAR. 1935 3.6 1.5 








PERCENTAGE OF ALL NEW INVESTMENTS 
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HOTEL BUILDING BONDS 


APF 
BID PRICE MAR.1936 56.2 
OF 16 PROMINENT APR.1935 51.8 
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HE chart to the 
. left shows’ the 

monthly fluctua- 
tions in eight hun- 
dred and thirty ru- 
ral andurban com- 
munities scattered 
throughout the Unit- 
ed States. Foreclo- 
sures are now 34.5 
per cent below the 
peak in 1932 and 
28.5 per cent below 
the 19355 peak. Dur- 
ing the last month 
there was no de- 
crease in foreclo- 
sures after seasonal 
correction, due, we 
believe,to increased 
activity on the part 
of the Home Owners! 
Loan Corporation on 
delinguent loans. 


HE chart to the 

left shows’ the 

percentage of 
all new investments 
each month invested 
in urban and farm 
mortgages by forty- 
seven life insurance 
companies. Urban 
mortgages are slowly 
coming back into fa- 
vor. There is no 
decided trend regard- 
ing farm mortgages. 


HE chart to the 
‘| ee shows’ the 

fluctuations in 
the bid prices of 
real estate bonds. 
There has been a 
pronounced trend up- 
ward in hotel bonds 
during the past year 
and a half. Very 
little recent trend 
is noticeable in the 
office building bond 
line. 


























